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FOREWORD

to preparing students for employment--to preparing employees.
Yet there is another career path avallable; students can learn
how to set up and manage their own businesses. They can become

entrepranaurs.

developing entrepreneurs. 1t is important that entrepreneurship
education be developed and incorporated as a distinct but integral
part of all vocaticnal education program areas. A Program for
Acquiring Competence in Entrepreneurship (PACE) represents a way
to initiate further action in this direction.

The strength behind these instructional units is the interest
and involvement of vocational educators and successful entrepreneurs
in the state of Ohio and across the nation. Special recognition is
extended to the project staff: Lorraine T. Furtado, Project Director
and Lee Kopp, Program Associate. Appreciation is also expressed to
the many who reviewed and revised the drafts of the units: Ferman
Moody, Hannah Eisner, and Sandra Gurvis. We owe a special thanks to
those consultants who contributed to the content of this publication:
Carol Lee Bodeen, Louis G. Gross, Douglass Guikema, Peter G. Halnes,
Philip S. Manthey, Charles S. McDowell, Mary E. McKnight, Steven R.
Miller, Barbara S. Riley, Barbara A. Rupp, Ruth Ann Snyder, Robert L.
Suttle, Florence M. Wellman and Rey H. Young.

.wbert E. Taylor
Executive Director
The National Center for
Research in Vocational Education
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A Program for Acquiring Competence in Entrepreneurs

) is a curriculum responsive to the nee i

ntfepreneufshlp It is prlmaflly for postsceconi
di : ti

Ty |
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Each of the three parts has a set of instruct
reijate to that tepie. Within these units, the mat
into three levels of learning: Exposure, Explorat
tion/Adaptation. These levels of learning progres
complex concepts.

The levels of learning will enable you to use the PACE materials
to suit your individual needs. You may find it best to work with
the exposure level of one unit and the exploration level of another.
Or, you may choose to pursue one lavel throughout the entire series.
You might also want to work through two or more levels in one unit
before going on to the next unit.

Before bgginﬁiﬁ? a uﬁit dl%c uss with yauf instruﬁcaf wha® le

"'ffltiES, Read the unit overview and lcok Ehfcugh the pre/pos

for the three levels to bt=1p you in your choice. Also
st o7 ‘ef v 7rioms you : .. need to look up or reseafch
el.

When you are ready to start, turn to the level you have . wsen,
take the preassessment and identify those items which you ced
special attention in rive unir, 50 look at the learning cujuctives;
they wil! tell veo v + u should be able to do by the cime yo

fini sh that level o: lcarning.

~s you-read; you will notice questions in the margins alongside
he substantive content portion of each level. Use these questions

t sub
to guide your reading.

s which help
he unit. You ard
ou = 1ld do; you

[
"



When you and your instruc
complered that-level, vou are ready
either in the same unit or in ancther.
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OVERVIEW OF THE UNIT

Wny do some businesses s
thousands of new businesse :
one=third fail. Within five years
Many are d;scantlnuéd due to variou

What distinguishes
successful? Are there gL o3
promote success? What preg i n n
have? This unit will help vy to mine e question he
veu can undersitand more fully the main causes for business failure
and success and the importance of preparation by the entrepreneur.

ix

ERIC

Aruitoxt provided by Eic:

E



Listed below are several business terms us=d in each level. Koow-

ing these before you begin might help vou to better understand that

level
EXPOSURE

balance sheet cash flow

profit and loss statement worling capital

line of credit liabilities
EXPLORATION

return on investment liquidated

PREPARATION/ADAPTAT [ON

fixed costs operating costs
variable costs cash flow
xi
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EXPOSURE - PART 1, UNIT C
HOW TO SUCCEED
AND HOW TO
FAIL

PREASSESSMENT

Here are soﬁe questions that test for kncwledge of the content
éfnthis'levelg If you are very familiar with the information needed
to answer them, perhaps you should go to another level or unit --
check with your instructor. Otherwise, jot down your answers. After
yéu'va read through this level, take the poztiscossnent at the end of

the "Exposure Activities' section and measure what vou'ye learned.

1. Why do small businesses fail?

2, What factors contribute to business sqgcess?

3. Certain competencies are required in ménaging a business.
Disgués hcw an entrepreneur could kecome more competent.

4. Why is planning so important to business success?




FarL Ly UlllL w
How to Succeed
And How to Fail

TEACHING/LEARNING OBJECTIVES

Upon completion of this level, you should be able to:

1.

Identify the main reasons for failure in
small businesses.

Develop a profile of the factors bghiﬁd a
successful business.

Discuss the various strategies an entrepre-

neur could use to become more competent.

Wy



Part I, Unit C
How to Succeed
And How to Fail

v SUBSTANTIVE INFORMATION

SUCCESSFUL BUSINESS PRACTICES

Every year, thousands of people go‘into business
HOW MANY SMALL “ for themselvés. Some, ....., have hopes of turn-
‘ ing what they believe is a new idea into a majcr
BUSINESSES ARE enterprise. Most, however, would be content .o
earn a decent living while enjoying the benefits
BEGUN EACH YEAR? , -, of being their own boss. In either case, starting
‘ i up and succeeding in a small business is far from
an tmpossible dream. Of the mcre than 10 million
non-farm businesses operating in the United States,

T 95% are considered small businesses by the Small
Business Administration (SBA) and aceount for about
43% of the gross mational product. (The Wall Street
Journal, November 14, 1977, p. 1) Reprinted by per-
mission of The Wall Street Journal, Dow Jones &
Company, Inc., 1977. All rights reserved.
We are a nation of small entrepreneurs. The Dun and
) Bradstreet Reference Book lists about three million businesses
o din thisAQ@unttyg' In 1976, well over half were worth less
than $50,000. Only 5% were worth over $EODQGDO. The number-
of businesses épén%gg and closing each day fluctuates so much
that the three mill&kn businesses listed by Dun.and Bradstreet
. in 1976 are not the same ones in business today.
. Why do we find businesses folding and new-ones @peﬂiﬁg
\ ‘ /
each day? What are some of the reasons for success and
failure? What makes a successful business? What d@ﬂthéy do
right? - A _ ' ﬁ .
Successful entrepreneurs are considered by Dthef?‘as

unique individuals capable of shaping their own déStiﬁ?!
They are goal-oriented individuals who know their limitations

and stick to areas (products and services) which are familiar

16




| Part I, Unit C

f , , How to Succeed

v And How to Fail
to them and which are needed. Owners and operators of success=
ful businesses recognize that the business practices they
implement must be realistic. They are plamnners who know how
to éut both dayézg—day.items and the necessaff policies down
on paper. They know whéfa to start and, through planning,
when to forge ahead.

Businesses that survive are operated by entrepreneurs
who develop long and short~term plans, and keep their records
accurate, They establish p&sitive relationships with good
suppliers which can save manéy;.time and energy. They stay
upfta%&ate on the conditlon of their firmsvby:waﬁching the
‘balance sheet and profit and loss statement, establish good
cfédit with suppliers and local banks, have a line of credit
which is useﬁ judiciously, and‘sgék praféssional help when
ﬂéédéé} | ﬁ

Sggﬂeséful entrepreneurs have gained rewards that are

_..not paséible had Ehé; been warkiﬁg for someone else. They
have seen the opportunities for ggﬁtinuéd growth, aﬁd realize
ﬁﬁét the moré éfféfc that is pﬁt into the business, the more
rewg;ds-wili be gginéd_ The successful entrepreneur éls@
rgéag;iie% how. important personal energy and vigor are to the_
fifm'é success. They enjoy ''being éheir own boss'" and making

profits--being sucéessful.
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Part I, Unit C
How to Succeed
And How to Fail

The following suggestions might prove helpful to you in

running a successful business:

1.

evelop Plans fg? the Enterprise -- No entre-

b}

preczur should jump into situati@ﬁs without
planning first. Any business activity an
entrepreneur does to operate the firm deserves
tz be planned. The adage, ”aﬁytﬁiﬁg worth doing

18 worth doring well,” is appropriate when

describing the “agorcance of planning.

Keep Accurat: rezrds -- Keeplug accurate and the

" " number o: vecords is very important. The

right

numbar of records is determined by the type of

‘businesg you operate, tax requirements, and informa-

tianlneedéd to camély with federal, state, and

local rules and regulations. Having these will

also crovide you with readily availahle data.

i
Many woiuepreneurs closely watch zales records,

ey ze wosfr duformation, expenses, and net pro-

f.w, ot falt to keep on top of the balance sheet
ara profit and loss statemeui. Yud uced to keep
s careful watch over your liabilities, cash flow,

and working capital. L

Make Objective Decisions -- Do not permit yourself

to make Jecisions hastily ﬁitLGut‘é@ﬂsidéring‘all

18



How to Succeed
And How to Fail

the facts. Before making a decision, be sure you have
considered the potential effect the decision will have

gﬁ the operation of your enterprise,

\ ,
4. Keep Up=To-Date -- Do not ever reach-the point of bel-
; .

ieving you know all there is to Rnow about running your

| ;
business. . Keep abreast of new developments in your field.
Make use of trade associations.

5. Obtain Professional Assistance -- Being able to detérmine
when you need professional assistance and knowing how Eﬂ
get it is almost as good as having the information. At
some point in time, you probably will seek pfof’ssiﬁnal
help from such individuals as bankers, accountants and
attorneys. The Small Business Administration (SBA) office
neg%est you might also be able té help you or will

recommend other agencies which can provide you with a sistance

k- ) -
REASON FOR BUSINESS FAILURE

WHAT ARE THE . - Why do businesses fail? What are the pitfalls? The
‘REASONS FOR reasons for failure can be grolped into these major areas:

FAILURE? : - 1. Lack of experience ‘\
| 2. Laék of capital ° R

3. Poor location

4. Too much inventory, pattiéularly the wrong kind

5. Excesslve purchase of permanent equipment




Part I, Unit C
A A How to Succeed
\ A And How to Fail
6. Poor credit-grantifng practices

7. Unwarranted perscnal expenses

8. Unplaﬁned expansion

9. Faulty attitudes

(Adapted from The Pitfalls in Managing a Small Business, Dun &
Bradstreet, 1977)

Other reasons for business failure include heavy expenses,

a—

s

poor collections, inadequate sales, incorrect inventory mana
ment and competitive weakness.

The main reason for failure mentioned above and in most
of the 1ite:atufe on entrepreneurship is lack of experience
by the persén starting the business. Over 90% of faiiures are

attributed to inept management. In The Wall Street Journal,

November 29, 1977, Doyle Hayt describes how he thinks his
business got into trouble. He notes, "The problems were there
_for anyone to see, but I guess I didn't want to see them. I
thought I'd be a hero and turn the place avound.” Almost half
the entrépreneufé whose businesses have failed Shagld never
have opendd a busin;ss at all. They were incapable of

\ managing their affairs.

No one opens a busiﬁass with the intént of clcsiﬁg the first
year, yet we see thousands of small businesses doing just that. és
\ ‘Many small fifmé attempt to do more than their ex?er%;nce aﬁd
éapital allow. Al;huugh there is no way all pitfalls can be
eliminated, once a 1iﬁitatian is recognized, stgps can be taken

to reduce it. For example, lack of capital can be partically

resolved by using credit prudently.

/‘ . o 20



HOW CAN
ENTREPRENEURS

BECOME COMPETENT?

~comings to explore. - Assessment One in the "Exposure Activities'

Part I, Unit C
How to Succeed
And How to Fail
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What can be done to avoid the most common pitfall of
employer inexperience? There might be a higher rate of success

among enterpreneurs if, prior to opening a business, the

entrepreneur could obtain onetheijdb and mauagement training.

This would allow for -assessment of qualifications of success
as a business owner. Gaining experience Eefcrehand iz important
if the aﬁtfepreneuf does not have the expertise necessar, to
operate the business. Pefha§5 then, some would decide that
be;@mingLanvEﬁtrepreneur was not éhe riy’  career choice,

If you are just“start%ﬂg out and wish to be a successful

entrepreneur, you must evaluate yourself, your strong points

and your shortcomings and seek outside help, if needed. In-

“ability to work with others or lack of capital to operate the

. . ¥
business for an extended period of time are potential short-

section of this level is désigné§(t0=détermine if you "have

what it takes' to run a business.

We often see an opportunity to open a business for our-

selves and rush into it with enthusiasm and without the proper

preparation. If you start your business knowing what to

expect, are able to 1@@& at the reasons for fgiluta and

avoid the pitfalls, you will bé-a§le to predict you own chance
of success more agc,ragelyt .Invérdé; to make Eﬁese kinds of -
decisions, you ﬁuét understéﬁd the business world and all that

is involved in "being your own boss."

i

21
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Part I, Unit C
How to Succewd
And How to Fail
EXPOSURE ACTIVITIES ; ;}
As you have just read, being knowledgeable about the
typical causes of business success and failure is very impor-
tant to the business owner. ©Now that you have learned some-

thing about these concepts, try these: activities.

ASSESSMENT ONE
Answer the following questions. Under each question,
check the answer that says what you feel or comes closest to

it. -Be honest with yourself.

Are you a self-starter?

[(J I do things on my own. Nobody has to tell me
R : _ to get going.
] If someone gets me started, I keep gbing.

(] I don't put myself out until I have to.

How do you feel about other pgaple?
. I like péaple.f'I can get along with just about
~anybody.
O I-have piénty of friends--I don't need anybody

else.

O Mosi people bother me.




Part 1, Unit C
How to Succeed
And How to Fail
Can you lead others?
O I can get most people to go along when I start
something.

O I can give the orders if romeone tells me what

should be done.

0

I let someone else get t?iﬂgs moving. Then I

- . ’ go along 1f I feel 1like it.

Can you take responsibility?
CJ I like to take charge of things and see them
through. |
O I'11 take @%éf if I have to, but I'd rather let
saﬁeane else be responsible.
| - There are always some eager individuals around
wanting to show how smart they are. I say let them.

How good of an organizer are you?

. [ - I like to have a plan before I start. I'm
‘usually the one to get things lined up when
‘something needs to be done.

- V ) | I do all right unless things start going wrong.

Then I walk away.

O

Anytime I'd ever planned anything, something
came along and ruined it. So I just take things

as they come,

10
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Part I, Unit C
How to Succeed
And How to Fail

How good of a worker are you?
O I can keep going as long as I need to. I don't
mind wérking haré for something I want,
! | O o111 work hard for a while, but when I've had
enough, that's it.

Can you make decisions?

O I can make up my mind in a hurry if I have to.

It usually turns out :11 right, too.

I can if I have plenty of time. If I have to

0

‘make up my mind fast, I always worry if I made
the wrong decision.
J 1 don't like to be the one who has to decide

things. My decision would probably be bad.

.Can people trust what you say?
O 1?25 they can. I don't say things I don't mean.
O I try to be on the level most- of the time, but
sometimes I just say what's eésiest.
] What'é the prgﬁlgm if the other person doesn't

know the difference?

C il
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How to Succeed
And How to Fail

Can you stick with it?

If T make up my mind to do something, I don't let

g

anything stop me.

usually finish what I start--if it doesn't go

0

WLonT.

If things don't go right immediately, I forget

O

it. Why waste the effort?

How good is your health?
[ 1 never run down!
O 1 -have enough energy for most things I want to do.

O I run out of energy sooner than most of my friends.

How did yaﬁ do? Count the check marks you made.
How many checks are there beside the first answer to each

question? . —_—

How many checks are there beside the seccnd answer to each
question? ‘ —_

How many checks are there beside the third answer to each

- : question? ——

If most of your checks are beside the first answers, you
:'pfaﬁably ?have what it takes" to run a business. If not, you're
likely to hav: more trouble than you can handle by yaufself.
»Begtéf find a'partﬂef ﬁhg is strong on the points you're weak
on. ILf many checks are beside the third answer, not even a
good partner will be able to support you. (Adapted ffcm SBA

Starting and Managing Series No. 1, 1973 p. 4-5.)

=
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- Part I, Unit C
How to Succeed
And How rc Fail

ASSESSMENT TWO

=

Survey your community and try to record the number of

businesses that have failed in the last year and in the

=
¥

ast five yeafs. Try to determine how long they had

o
=]
[

een in business by:checking with local banks, Chambers
of Commerce, and real estaﬁa agents. For each business
you ideﬁfify, write a brief paragraph stating why you
believe the company faileﬂ;

Write a list of reasons why you thinkxbusinesses fail,
putting thEQ'iﬂ priority order with your most prevalent
reason first. Ask a 15251 banker, accountant or real
estate agent to evaluéte your list. Have you included
311 thé_reasaﬂs? Were there any social or economic

an impact on buéiness failures?

Survey your cémmunity and acgemét tc‘find ten small

businesses that have been in business over five years.

~Try to analyze the reasons for their continued success.

What are they doing right? You might interview some of

the owners to learn why their firms have been successful.

POSTASSESSMENT

1.

List the four most important reasons for small business’
failures.

] ’ . B . . - L
Develop a profile of the factors behind a successful

business.
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3. Describte in detaill how an entrepreneur could become

I

more competent in managing th

iscuss the importancs of planning in

nt
\m\

succeed.

instructor.

SELF-EVALUATIGN

business,

malins o favaing
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How well did you know the information needed to complete

the activitiag?
( ) Very well
( ) Fairly well

( ) Aiittle

Be honest with yourself. If you feel you need to review

materdial.
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AND HOW TO

FATL

questions that test for knowledge of the cont

are very familiar with the information n

at of

e

eaeded to

answer them, perhaps you should go to another level or unit -- check

"with your instructo

r. Otherwise, jot down your answers. Af

ter you've

read through this level, take the postassessment at the end of the

UExploration Activities" section and measure what you've learned.

1.

[0~

ERIC

Aruitoxt provided by Eic:

Do all types of businesses have the same

rate of failure?

use both a knowledge of business function
and personal traits to make the business
success? Why?

You are planning to open a business. Wha
kind of information regarding business
failures in the field vou have chosen wou

you want to know about?

o

What

failure?

s

El

t

1d

re the most common causes for business

What does it take to have a successful business?

Discuss in detail.

15
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TEACHING/LEARNING OBJECTIVES

Upon completion of this level, you should be able to:

li

Identify some of the requirements for success in

a small business.

Explain some of the main reasons for failure in
small businesses.
Discugs what an entrepreneur can do to avoid

busiress pitfalls.

16 :}()



. Part L, Unit C
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SUBSTANTIVE INFORMATION

WHAT SIZE BUSIVESIES As you look through the literature dealing with ¢ ‘re-

Y SUCCESSFUL? preneurs and what makes them successful,

[

definitions of success. Commonly, the

om2 who has scarted from scratch, whose

i
r
n]
[}
i
i}
[
2
M
L
]
£l
L
v
o
[

business has been in cperation for more than five vears, has
annual sales of cvgr‘a million dollars, and provides the owner
with better than $50,000 per Qeafi While this interpretation
of the successful entrepreneur might not be universally
accepted, it is a popular one among people who analvze the
small business community.

Any size business—-whether it be as small as the one pc -on
auto=repair shop or as large as the manufacturing company that

ful., The

1=

ollow-

J
m

started out as someone's idea--can be succe

R ing success stories might provide some insight into what it

s
5
o

takes to he a suceessiul vatreprencur.

Suc

"
m

2SS _5tory Number One

Chase Revel is the publisher of Intg:nagiéngl Entrepreneurs,

WHO ARE THE

a magazine which offers tips to small burinessés. At age twenty-

SUCCESSFUL ,
. one, he was a self-made millionaire. At age twenty-two, he was
ENTREPRENEURS?

broke. Today, at forty, he has worked his way back up the ladder

to the success he knew at twenty-one.

Qo

ERIC = “

Aruitoxt provided by Eic:



How to Succ
0

How did he do i. and what did he learn from his earlier
failure? After losing his company in 1957 when the bottom
fell out of the construction industry, he found himself broke

d

[
[

and looking for new business ventures. He formed and operat
elghteen different ent:rprises. People started coming to him

on whieh

i1y

or tip

g

for advice on how o run & husinsess and

businesses to get into.
His magazine now has circulation of over thirty thousand.
He has found the formula for success, and whether he sells his

entrepreneurship magazine or continues to give tips to budding

Success Story Number Two

When Paul Leopold was the vice-president in charge of

discovered that many employees were taking advantage of the
Xerox machines. Some copied term papers for their children
or friends; other emplayees!capied thelr favorite recipes:
some even made blaﬁk copies for scratch paper! Meanwhile,
the company's Xeroxing costs were going out of sight.

Leopold spent two years in a friend's basement developing
his solution énd another two years perfecting it. Today he is-
president éé Manitou Systems, Inc., which produces and leases a
foolproof device for keeping track of exactly who uses the office

' copler and how many copies they make. Manitou's first three

customers were corporate gilants: Levi Styauss, Zenith Radio,

ERIC

PAruntext provided by enic [N



ed for a product, vesearched

1

and DuPont. Leopold saw a n

and perfected it. e d

that it was readyv (Barnett, 1977).

Don Hatting is an independent gro-:r in an Ohjio town.

Hatting has been running the business for three vears and

doubled the original size of his J & J

n .
Hatting, 37, is one independent grocer whe
says he is not being squeesze: : ;
chatne with fat ad :vtising
and growth patterns
ales te 457 of his
) necorded $1.0 million
/
He trninks he can do even better....
aave him a la
stretching 60
LK =

aging meat.

It's all part of a rmarketina strateau aimed
at boosting meat sales from $12,000 to
520,000 a week.

"This is where our future lies,” said
. Hatting, seated behind his metal desk,
. a folded copy of the lall Street Journal
at his side. -

a

o - 33
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d not market it until he was satisficd



Arright says Ha
comparad to most

witan

‘attiﬁg already has plans to open another
tore somewhere in Westerm Hills next

e will be around 9000

’)

summer. The siz
square fzet.

"You've got your large chain stores and
your convenient markets and not ruch in
between,” he said. "I'm trying to be that
one in the middle." -

For that satisfaction, he works 10 to 12
hour dﬁys seven days a week.

"This is it," he said, ges turing out his
one-way window. "This store is my life,

my work, my hobby. It has to be that way,

or you can't be successful.” (The Cinainnati
Enquirer, July 31, 1977, p. E-9) Reprinted

from The Ciﬁr1nnwr1 _Enquirer, July 31, 1977.
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Success Story Number Four

Are you a person with ideas? This is one idea that

really caught on.

ERIC . | | .
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MCJT“"‘L.JE;’TZ; gz L@a Angeles
Lﬂ;péggdz gg occupation

strange disc that agul
i stance gnﬂ depeniing on
be made to parform seemingly wuren:

aerobatics.

]

The vear was 795 2
company already had ?Pd a nationwi
&b%eﬁﬁzaﬂ with ggmeth7ng ;allgd a Aula Hdoop

Wham-C Lought the rights oo ,
saucer, dutbed it a Frisvee (th? name 1s
derived from a New England bakery whose
pie tins were being spun around ﬂ@ZZpgé
campuses at the time), and Wnam-0 was on
the map as one of the country's unique
toy producers.

Morrison, 57, who now owns a hardware

gtore 1n the Southland éammunﬂfj of LaVerms,
says he invented the dise in 1949, puf 1t
into limited produciion and Lj?Zhi
"Plutoplatter" because 1t was decorated with
a solar system desigm.

Lls [

1 4
Morrison estimates he has recetived more than
81 million in royalties from Frisbee sa ;
"Frigbee," he reflected, "That's a ridic
name for anything." :

But the flying saucer Morrison invented has
been anything but ridiculous for Wham-0.

Wr-m-0, now based in a 200,000 squcre foot
p.unt in San Gabriel, has the capacity to
produce 100,000 Frisbees a day. Although

it has diuafﬂifigd into toys (about 80% of
its business) and sporting goods, the Frisbee
rlearly ts itg primary -laim to fame.

e
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Angeles

Reprinted

irection—-

point in

[a ¥
|._h

[a]

Tie

arn the business, and have a deep desire to

What about businesses that do not make it? How many fail
and why? Data from Dun and Bradstreet, Incorporated show that
in l§75 the numbe of b.siness failures dropped from the all-
time record set in 1975. The number of construction busines

failures was 227 lower in 1976 than in 1975. On the average,

there was an 18% decline in the failure of manufacturing firms.

The number of wholesale enterprises that failed was about the

game in 1976 as in 1975.

In their publication entitled The Business Failure Record

Dun and Bradstreet, Incorporated compares the number of business

=t
e

failures to the number of concerns in operation in a given field.

They state:
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OpErIt1i0n
made of th
line of op

£

aast
ﬁf“‘g‘}”" ot 4
the Zargest numbéf of concerns
1% tkkg was merely reflective
z fon in this line. When
c ’I?Pé ssed as a rate per 10,000
and aﬂkgd from highest to lowest,
stand in *hé lower third of soms:
1) _‘? t;’lé P§‘tﬂ71 Z-Leﬂl._e in 18
severe | Qluﬁg rate wgr 81 orting
vear ﬂar?z;r ;Hﬁﬂﬂﬁ /
had headed the lis In the ran
ing rates, the jhfnlfufé Lﬂiustﬁy
unfortunate top in both 1978 and 1@?

(The Business Failure Record, Dun & Bradstf eet, 1977,

23
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order from highest to lowest according to specific tvpes ©

enterprises.

RETAIL LINES RANKED
BY FAILURE RATES 18976

Failure Rate per 10,000
COperating Concerns

Line of Business

Sporting Goods . . . . . . siu 4 v v o w e . .. .. 68

o

Men's Wear . . . . . . . . . .. .. .. .. .... 83
Women's Ready-to-Wear . . . . . . . . . . . . ... 60
Furniture and Furnishings . . . . . . . . . . . . . 56
Books and Stationery . . « « « « « v v v 4 . . . . . 48
Cumeras and Phat@graphié Supplies . . . . . . .. . 47
Infant's and Children's Wear . . . . . . . . . . . . 4l
Gifts . . . . . e s s e e e e e e e e e a4 e . 87
Department Stgres . e - -]
- Dry Goods and General Mérghandzag - ]
— Toys and Hobby Crafts . . « « v v v v v v v o . . . 33
Appliances, Radio and T A
Shoes . . . . . .. .. e e e e e e . . :
Lumber and Building Mﬁterlals s e e s
Auto Parts and Accessories . . . . . . . . . . . . .
Jewelry . . . . S e e e e e e e e e e
Eﬁttng and E&iﬁkzﬂg PZa;e“ e e e e e e e e e
= Cr e e e e e e e s
megn 8§ Accessories . . . . . . . . . . .
Hardvare . . . . . . . ¢ v v v v v v v i e
Groceries, Meats and Produce ... . . . . . . . :
Eﬂ’i’iéi‘ié‘g.g-;g;gg:gii;g,.aa!
Automobiles . . . . . . . . . . . . . ..

(e

3

]
]

“]
-

",

Loz Dom D3 Doy g ©
[ R

Ty N

W M

(The Buainesg Failure Record, Dun & Bradstreet, 1977, p.6)
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MANUFACTURING TNDUFHH/EJ ﬁA

BY FAILURE RATES 1976

Part ., ini
How to Succee.
And How =~ F

Failure BRats

Line of Industry _

Operating

Furniture . . . . . . . « « « « « + 4 .
Transportation Eﬁuzpmgﬂt s e e e e s
Textiles . . . . e e e e e e
Electriecal Machivery . . . . . . . . .
Apparel . « . « o . . . 0o e e
Leather and Shoes . . . « « « « + « « .
Printing and Publishing . . . :
Rubber and Fabricated Plasric Products
Lumber . « « « ¢ v v 4 v e e e e e
Machinery . . . . . . . e e s s
Metals, Primary and Fﬂbrﬂf‘ red .. ..
Food . . . . . e e e e e e e e
Stone, Clay aﬂi GZQ- e e e e e e e
Chemicals and Drugs . . « . « . « « - .
Paper . « « « « v v wa e e e e e

= = = :

(51
Loyl

el T}

T ey g N
[ IRRe]

g,
T

W

(The Business Failure Record, Dun & Bradstreet, 1977,
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Comparisons of Various Ages of Busi inesses

Exhibit 3 shows the age of the 9,£28 businesses that

2

AES THE

I
.

failed in 1976. You will notice tHat 54.8% of thie business
AGE OF A
which were discontinued were in operation five vears or less.
BUSINESS AFFECT
The proportion ran as high as 62.9 percent for
THE FAILURE RATE? rgtazléfs, as low as 46.3 ﬁeﬂcgﬁt IQP construc-

tion contraciors. In aontr = e i
manufacturers had the highest p Pééﬁtﬁgé of

failures that had weathered over 10 years -*

operation.

(The Business Failure Record, Dun & Bradstreet,
1977, p. 10)

26

El{lC | "IU'

Aruitoxt provided by Eic:



Part I, Unit C
How te Succe=d
And How to Fail

EXHIBIT 3

AGE OF FAILED BUSINESSES

Congtruction

Service
iAll Concerns

| Manu-
facturing
Wholesale
 Retail

Age in Years

B
B
ol
2Y

One, Year or Less

Two = "

Three

Total Three Years or
Less 24.6

S

LR T
b T T
R S Ty
o Bl
Pa\ (3
E T
Soe
Ty Do Doy
Do
LRI N LY
T R
oy ‘Q’l‘ [
Sl

e ]
[ %]

o

L)

[~

a7.

2
[
P
ey,
Ty
R
m
Tl
]
Tz
(]
Lo
Ls!

Four ) 1.8 15.6 15.5 4.6 14.
Five 7 1.8 0.3 - 18.8 . 15.1 13. .
Total Five Years or ‘ . ,

) © Less . 48,8 49, 3 2.9 48, 3 57.7 54,8

[
]
W

Six 7.9 8

N Seven 6.9 6
. Bight , 4.9 4.

Nine 4.5 3
Ten. 2.2 2

Dz Ray Wiy SN Oy
L T Tl 3. Y
Pag "y 3 WO D

Total Six-Ten Years .. 2674 44.0 22.6 30.9 3L.8 26.0

Over féﬁ'léﬁrs - 26.4 26.7 l4.5 22.&¢ 16.5 19.2

Total 100.0% 100.0% 100.0% 100.0% 100.0% 190.0%

. Nurber of Failures 1,360 1,028 4,139 1,770 1,331 9,628

(The Business Failure Record, Dun & Bradstreet, 1977, p, 10)
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ARE* THERE
DIFFERENCES
IN A FAILUFE
RATES AMONG

STATES? «

How to Succeed
Aad How to Fail

Comparisons of Regisns and States

One afgthe most important tasks an entrepreneur needs to

do is to select the "right" location for the firm. Potential
: |

entrepreneurs should take notice of business failure trépds
by states. Exhibit 4 compares failure trends by states %ar
1975 and 1976.

The information is provided according to regions. within
a glven region there are significant differences among the
statzs. For example, in the West South Central Region, Oklahoma

had the largest aumber of business failures,.53.9%, as compared

to Louisiana, which had only a 13.8% failure rate per ten

thousand concerns.
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FAILURE TRENDS BY STATES*
Rate per 10,000 Listed Concerns-1975-76

Region & State 1975 1976 Region & State 1975 1976

NEW ENGLAND Missouri L5,
North Dakota 6.
South Dakota l5.
Nebraska : 30.
Kmnsas 20.

N

o Ty W g e D

Maine ' 34.9
New Hampshire - 64.3
Vermont 16.4
Massachusetts 47.3
Conneetiout 33.6
Rhode Ialand - 24.8

Ty W o S M

B b B Ry
PSR G

_Total W N Central  25.6 27.4

EAST SOUTH CENTRAL

I ‘Total New Zngland = 40.8 33.8
: - - | Kentueky 38.
MIDDLE ATLANTIC ' Tennessee 40.

' ' Alabama , 27.
Mississippi 27.

New York 56,0
New Jersey 82.1
588.2

Pennsylvania Total E S Central  34.2 30.1

Total Middle Atlantic 62.8 51.5| WEST SOUTH CENTRAL

- SOUTH ATLANTIC Arkansas A
} ' : Ok lahoma 4
Maryland Loutsiana 22.
- Delaware Texas 4
Distriet of Columbia -
Virginia _
West Virginia
North Carolina
South Carolina
Georgta
Florida

M Mw Oy
NNINS
L] L] L]

Ty S BN D

_Total W S Central 35.8 28.5

MOUNTAIN

Ty T

Montana ' 29.0
Idaho 26.6
Wyoming _——
9.7] Colorado : 25.7
New Mexico 7.7
EAST NORTH CENTRAL Arizonag 84.8
Utah 4.1
37.8| Nevada 19.6 40.0
25.4
41.4| Total Mountain 35.1 26.0
6l.5 '
34. 3| PACIFIC

T o D Do 0o ey ML Be O
) WD 0o M Do On G T~y

I

T2 iy o R el
oy T R B T
L] L] L]

[N

T
oy
w
]
T @ 1 Da e

Total South Atlantic _

‘P-J\ ‘E.n.n 3

~
L5
e

Ohio
Indiana
Illinois
Michigan
Wisconsin

T ™3 M ey T
NSSE®
Sy T W gt Ry

Total E N Central _ 44.1 42.1| Washington 114.1 102.5
Oregon - 77.9 82.0
WEST NORTH CENTRAL California , 73.0 63.8

Minvesgota 50.7 68.6 _Total Pacific _78.2 60.¢
Towa e 18.3 17.8 : '

(The Business Failure Record, Dun & Bradstreet, 1977, p. 5)

o *Data for Alaska and Hawail not available prior to 1976;

L \ | partial coverage in 1976. 43
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And Hagfta Fail
This statistical data is-aﬁly one factor to consider in
deciding to start a busiﬁéssg Simply because a state has a
high business failure réte does not mean you shauid not con=-

- gider opening a new bu$§ness there, The fact that sporting
good stores m@gtwfrgﬁéently fail should not discaurage you
from Gpeni;g suahfé store., Other factors irclude obtaining
a good bsnkingsééﬁnectign; establishing credit, kﬂgﬁing the
business Eeleégad, and obtaining current inf?rmatign from
knowledgeable and professional sources. You-will also need to
obtain additional information, such as tax trends, failure
rates PEI,EYPES»ﬁf business, population trends, incame trends,
and information regarding the state or county's political
sﬁatus_ Once you have this_aﬂd other relevant data, then you
can make a decision.

Sﬁcgegsful entrepreneurs check all the resources available,
including the above-mentioned statistical data before opening

_business. Béing aware of the pitfalls in starting and running
ﬁ a business will also help you avold making mistakes.

REASONS FOR FAILURE

. WEY DO An article in The Wall Street Journal, November 29, 1977
. BUSINESSES - discusses business failures:

Experts say that the emaller and newer a company
is, the more likely it is to fail. More than hdlf
the firme that go out of business annually have
been in existence for five years or less; the vast
majority have armual sales of under $1 millicn.

| PAIL?




' Part I, Unit C
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/ The reasons for this situation are simple: Small
businesses typically lack the capital and manage-
ment know-how to cope with adverse deuel@pméntﬂ
that all concerns face. However, a further search
almost always reveals causes that stem from the
nature of the peopie who go into business for
themselves.

"An éﬂt?ép?éﬂéuf 18 an optimist by definition, and,
overoptimism is what does comparies in," asserts
Kenneth Eaton, head of Associated Business
Consultants, a Chicago management-consultant firm.
' He explains: '"When ‘things are going well, the
average businessman assumes they will continue
to go well. When a problem arises, he asswnes it
| will.go away quickly by itself. By the time he
wakes up to the fact that he really has a problem,
it's often too late to do anything about it."
" (The Wall Street Journal, November 29, 1977, p. 1)
Reprinted by permission of The Wall Street Journal,
- ' {E)Dcw Jones & Gompany, Inc., 1977. All rights
reserved. \

Many people enter business each year unaware of the common

B pitfaltls. Experts %n\gn;répreﬁéurship including "  und
Bradstreet, ineéfparatégxhave grouped the reasons for .ailure
into the following main pitfalls:

1. Lack of experience
2. Lack of capital

3. Poor location

4. Too much invenmtory, particularly the wrong kind

i
5

ixcessive purchase of fixed assets

o
s

oor

3]
s

redit-granting practices
7. Unwarranted personal expenses
- 8. Unplanned expansion

9. Fauigy attitudes
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WHAT ABOUT
. LACK OF

EXPERIENCE?
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(Adapted from Pitfalls in Managing a Small Business, 1977.)

Below 18 a closer look at some of these pitfalls.

Lack of Experience

Lack of experience is a dominant factor. It would seem
ﬁhét it would be easy to overcome by gaining expefiénée in an
area of interest. Unfortunately, it is not always time spent
in a2 business that prepares one for the job. It is important

te learn the different aspects of that business, including

entrepreneur.

It is not unusual for beginning entrepreneurs to get so
involved with current operating :aﬁlems that tiiey forget to
keeﬁ track of the trena . cash reserves, 1inventories, or

accounts receivable; they do not have a yardstick which tells

‘them when expenses are out of line. As a result, trouble is

gometimes recognized only after itlis too late for anychiﬁg
to be done. Doyle Hayt, owner-manager of Forms Corporation,
which has emerged from bankruptcy to profitability, explains
in the article entitled, "The Venturers: Doyle Hayt Survives
Bankruptcy, Succeeds Second Time Around,” how things went

wrong in his firm:

32
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I found an organization thai was totally sick.
Morale was low from the janitor on up. Orders
that looked good on puper were losers in practice.
There was no cost accounting system, so i1t was
impossible to tell which parts of the business
were pP@f&tﬂbZ& and whiéh weren't. I was running
around in ezrslgs trying to get a handle on
things.

The article goes on to say that Mr. Hayt has....

taken other steps to restore his company to |
profitability. He has hired management-consulting
firms to inetitute cost accounting and materials-
control sysgtems, has bought a couple of trucks to
epeed deliveries to customers, and has hired new
finaneial and sales officers. (The Wall Street
Journal, November 29, 1977, pp. 1-16) . Reprinted
by péf,,,issicm of The Wall Street Journal, Do“
Jones & Company, Inc., 1977. All rights reserved.

Lack of Money

- HEAT ABOUT LACK ' If lack of experience is a major stumbling block for the
oF MQNEY?F staréing entrepreneur, then the lack of money is a close second.
Years ago you could start a business on a small amount uf money
and survive. Today a large amount of capital is often needed to

get started and to keep going until profits take over.

U‘\

Some bankers suggest:that expenses for such things as
rent, lights, heat, etc., be computed and that an additionsai
50% be adde to offset the extra unforeszen expenses. Unexpected

fExpenses are bound to develop and plans must be made to handle

them.

i
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The Wrong Location

f WHAT ABOUT L?Qlif?V? The wrong igcazicn is often cited as a reason fcr failure.

| Because the sméll business person usually starts off on a
‘limited budget he or she is looking for an inexpensive place
of business. Rental costs are important, but if a business is

not in the right location, failure is assured.

/ i 4i?3?n§§:Y Mismanagement
- WHAT ABOUT INVEITORY Iﬁventary shéﬁié be a major concern., Too much inventory
. MISMANAGEMENT? ; ' land inventory wﬁ?éﬁ is not selling mav limit payment @f bills.
| / Stocking up cnjén{iéem made obsolete by a new development
could eausegég acﬁgmulati@n,gf_excess items. This would
nécéssitaté your selling at a loss, which could prove disastrous.

!

Other Causes

SJWHAT ABE’GTHEE! ; Iéc much capital can be invested in.fixed assets. You
;AE§§SQMS? : {i:may be dpiﬂg a tremendous amount of business and decide to
uéxpandg Because you have invested (or borrowed) a great deal
of mqﬁay:fdr assets such as heavy machinery or specialized
equipment which cannot be easily 1iq§idatéd, banks or lending
agencies may consider you too far in debt to lend you the
funds>ygu need. Too much credit may also tie up money needed to
expand. A certain number of YQET assets should be accessible,

so they can be sold for ready cash.
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Avoiding Pitfalls

Considarable assistance is available from many SOUTCes,,

including volunteer groups, but not many new businesses utilize

them. Much of this advice is free. However, Chase Revel of

;pterﬁgﬁiaﬁglrEn:rgp;aﬁéurs magazine cautions that would-be

éntgeﬁ:enegrs who are short on experience should.seek out and
pay a business consultant for advice. He warns that persons
geeking advice should do so very carefully. Anyone can hang
out a shingle claiming to be a consultant; so seek out someone
who is already successful in thé type of b@sinéss you want to
enter, but not- someone ééainstiwhém you will be competing.
Revel is a strong believer in the sléganj Invgsfigatg béfﬁ?é

you inveat. "Business," he says, "ig like moving in a big

maze, but it's simple if you understand."” (The Los_Angeles
Times, July 17, 1977, Part IV, p. 1) Reprinted from The Los

Ahﬁglés.T;mes, Don't hesitate to ask for assistance from people

who are qualified to give you the necessary information.
Starting a buginess is riéky at best. It takes many skills
o run it;xénd you cannot be expected to know éverythingi Yo.ir
chances of making it succeed, however, will be better if you |
undafstandxthé;potgntial problems. Knowing the pitfalls will

help vou minimize the problems.
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What does it take to run a successful business? First,

recognize your limitations. .Just how much

and money--must be able to generate a reasonable profit and

establish and maintain goodwill with customers and employees.

look at the product the business will sell and what profit is

expected. If expenses are $1,000, then a profit of 51,000 needs

' to be made just to break even. After needed profits have been

determined, other factors should be considered. These other
factors include amount of sales required to attain the desired
érafit, creéié policy toward customers, credit tim: :iven by
suppliérs, and‘what capital items such as transportation,
fixtures, and equipment will be needed.

Second, kéepxagcufaté and up-to-date records. This
includes‘féggrds such as production échedules, sales quotas,
cost targets, and returns on financial investments. Watch
the balance sheet, make sure the assets and liabilities are
in praﬁaf balance. Bank officials consulted fo: additional
cépital to expand inventory will take a hard look at the

S has been cenducted in the

§

past. Howcver, avoid unnecessary record-keeping. Have an

2 accountant analyze the books regularly. Critical decisions

are-based on the business data available. Good records,
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therefore, take out much of the'guesswork and provide a sound
basis for making good decisions, in addition to keeping vou
informed of the pfégréss toward o~ businessrgﬁﬁ“

5 Third, do nctfdfift into decisions. Agaly;é factors and
make proper decisions based on factual data. Proper planning
is essential to success. Investigate before you plunge into
any decision. Do not make wrong decisions impulsively when

- you are offered get-rich-quick schemes. Most st. ng entr
'’ preneurs are easy targets for - - -ilcal practices. Get all the
information snd‘thén'eheck our the "deal "
Fourth, exerc se cautior in .he amount of money you take
out for personal use. There must always. be enough available
, | - to péy for established costs.
F;nally, the effect of personal health on business success is
: important. = A successful éntrep?eneur needs to be healthy.
Avoid stress, gractice good working habits, work reaéanable
hours, and maintain a balarced diet and exercise ﬁragram}
Owning a business permits greater freedom than working
for soneone else, e\g., hours and amount of time worked. i

These freedoms should not be abused or the business will

suffer.
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EXPLORATION ACTIVITIES

Do you feel that you understand enough about factors in
the success and failure of small businesses? The following
activities will help you apply some of these concepts to "real"

situations.

ASSESSMENT ONE

The Small Business Administration (SBA) has developed

some questions to help you think about what is needed tc¢
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NO, you have some work to do.

L J | ARE YOU READY TO BECOME AN ENTREPRENEUR?

WHAT ABOUT YOU? | \ Yes No_
Are you the kinﬁ of person who can get a

businéss:stértéd and run it %uccessfully?
Think about why you want to own your own

business. ' Do you want it badly enough to work

long hours wit..,ut knowing bow much money

you'll end up with? ) _ [
Does yﬁufzfamily go along with your |

plan to stafé a business of your own? -
Have-you worked in a business similar

to the one you want to start? ) )
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Have you worked for someone else as a

supervisor or manager?

WHAT ABOUT THE MONEY?

Have you saved any money?

Do you know how much money you will need to
get your business started?

Have yaﬁ figured out whether you could make
more money working for someone else?

Haﬁ% you determined how much of your own
money you\can put into the busiﬁéss?

Do ygg‘kngw how much credit you can get
from yguf suppliers--the people from whom you
will buy?

Dé you know where you can borrow the rest
of the money needed to start your business?

Have you figured aut‘yaur expected net
income per year from the business? (Include
your salary and profit on the money you put

into the business.)

can use some of it to help your business grow?

Have you talked to  hanker about your plaus”?

593

Have you had any business training in school?

No
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SELLING

Part
How to
And

Have you decided on a selling plan?

Do you know how to get customers to buy!’

Have you thought about the selling to hniques

that make customers want to buy from some sales-

persons while others turn them off?

YQUR_EMPLOYEES

If you need to hire someone to help vou,

you know where to look?

Do you know what kind of person you need!

£9 you know how much to pay?

Do you have
employees?

Do you have

your employees?

a

=1

plan for training your

work plan for yourself an

CREDIT FOR YOUR CUSTOMERS

Have you decided whethar to let your custom

buy on credit?

Do you know the good and bad points ahout

joining a credit-card plan?

Can you tell a "deadbeat" from a good credit

cus.omer?

1d
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Cani PR

ou talked with other business owners

in the . zdout what they think of the business?
Have v~» “alked with the company's suppliers?

Have ,uu talked to a lawyer about it?

ADVERTISING
Have you decided how you will advertis=? (news-
papers, posters, handbills, radio, mail)
Do you know where to get help with your ads?

Have you watched how other s.imilar businesses

get people to buy?
H

THE PF.I/.ES_YOU CHARGE

Can you detcrmine what you should charge for

Do you wxnow what other businesses like yours

charge?

BUYING
Do you know how to find out what your customers
want? o o
Will your inventory feccfds tell you when it is
time and how much to order? |
Will you buy most of your staék from a few
suppliers rather than a little from many, so that

those you buy from will want to help you succeed?




PROTZCTING YOUR BUSINESS Yes

|

Have vou made plans for protecting your

[y

¥

bu.siness against thefts of all kinds=-shopliftin

=]

r stealing by emplovees?

bl

bbery, burslary

=] R

Have wvou talked with an insurance agent about

BUYING A BUSINESS FROM SOMEONE ELSE

Ly

Have you made a list c¢f what you like and don't

like aboutr buying a business someocne else has
g started?

Are you sure you know the real reason why the

owner wants to sell that business?

Have you compared the cost of buying the

business with the cost of starting a new business? ___
Are the stoek/equipment/fixtures up-to-dzte

and in good condition? o
Is the building in good condition? o
Will the owner of the building transfer the

1&35; to you? -
Ha%e you talked with other business peonle in

the avéa to see what they think of the business? __
Have you talked with the company's suppliers?
Have you talked with a lawyer about it? -

O
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He- - you plamned & system of records that will
keep track of your income and expenses, what you owe
other people, and whet other people owe vou?

Can you keep track of vour inventorv so that

you will alwvavs have enough on hand for your

]

cu

tomers, but riot more than you can sell?

Have you figured out how to keep your pay-
roll records and take care of tax reports and
naymentg?

Do you know what financial statements you
should prepare?

Do you know how to use these financial
statements?
Jo you know an accountant who will help you

with your records and financial statements?

YOUR BUSINESS AND, THE LAW

Do you know what licenses and permits you

=l
m
W
[«
ol

Do you know what business laws you have to

obey?

EQUIPMENT AND_ SUPPLIES

What equipment and supplies will you need and
how much will they cost?

equipment?

4y
{

I n‘
1
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YOUR MERCHANDISE/SERVICES

I
.
T
i
En
<
=
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o
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Have you decided what product
will sell?

t

I

ach produ

e

Do vou know how much or how many of

inessg?

w
i)

you will need to buy in order to open vour bu

Have you found suppliers who will sell you what

you nsed at a good price?

to Fai

Yes

Do you know a lawyer to whom you can go for advice

and help with legal papers?
Have you compared the prices and credit terms of

different suppliers?

HOW ABOUT A PLRTNER?

If you need a partner who has money or know-how
you need, do you know someone who will fit---someone
with whom you can get along?

Do you know the good and bad points$ about going
it alone, having a pafﬁnef, and incorporating vour
business?

Have you talked tu » lawyer ahout {it?

WHAT ABOUT YOUR CUSTOMERS?

Do most businesses in your community seem to be
doing well?

Have you tried to find out how well businesses
similar to the one yo' want to open are doing in your

conmunity and ian the rest of the country.
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D@Eycu know wnal kind >f people will want to buy
what you plan to sell? L
" Do such people live in the area where you want
to open your business? e
Do you feel they need a busines: like vours? o
1f not, have you thought about opening =
different kind of business or going to another
neighborhood? .
YOUR BUILDING
Have you found a good location for your business? =
|
Will you have enough room when your business
"sets going'? L
Can you fix the building the way yo. want to
without spending too much money? e
Can potential customers get to it easily from
parking spaces, bus stops, or homes? L

Have you had a lawyer check the lease and zoning?

(Adapted from SBA Small Marketer's Aid No. 71, pp. 1-4)

ASSESSMENT TWO

1. Why do you believe th. number of business failures caused by
neglect and fraud is so low compared to the number of business

failures caused by lack of experience?

]

Contact a local small business owner and ask the owner to

exp%ain why the busiﬂeés has been successful. What does the
owner think is being done correctly? Did the owner make any
in the beginning?

29
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3. Develop your per 1 plan for achieving business success
and avoid tyoical pitfall Include plans for cobtaining
any needed ti assistance.

POSTASSESSMENT

1. Do all types esses have the =.me rate of failures?

™
oy
[}
\D"
=
m

be able to

the entreprene

o
=

a

3. You are plan

regarding business

L]

in detail.

5. What does 1i

in detail.

'mix and match?

ieve what it says?

failures in the

elect f Our

“Jccegsful the

own personal charac

-ions.'" Discuss this quote.

Why?

nning to mpen a business.

would you want to know about?

to have a successful

Compare your answers to your responses to

You may want to check your postassessment

instructor.
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all the business
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What kind of information

field you have chosen
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How well did vou know the information nee

the activities?

() A little
Be honest with yourself. If vou feel you need to review
the information, you ought to do so before beginning new

material-.
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PREPARATION/ PART I, UNIT C

ADAPTATION HOW TO SUCCEED
AND HOW TO
FAIL

PREASSESSMENT

Here are some questions théﬁ test for kmowledge of the conteut of
this level. . If you are very familiar wit: the information needed to
answver them, perhaps yéu‘should go to another level or unit -- check with
your instructor. Otherwise, }ot down your answers. Afte: you've read
through this level, take the postassessment at the end of the "Prepara-
‘tion/Adaptation Activities" section and measure what you've leafﬁééi

1. How and whéré uight an entrepreneur obtain additional

training?

2. Do you believe that entrepreneurs have more education than
the general public? Why?

3. What financial institutions provide smali loans? Which would
you prefer to deal éith and why?

4, What is the Small Business Administration (SBA) and what &Des
it offer?

5. What information would you want to get before opening your

business?
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TEACHING/LEARNING OBJECTIVES

Upon completion of this level, you should be able to:

1.

e

opening a business that cau wminimize chances
for failure and increase chances for success.
State the areas in which outside assistance
may bé!useful to the entrepreneur.

State some of the ways in which specific
assistance or additional training may be

obtained.
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SHBSTANTIVE INFORMATION

WHAT ARE SO'%Z

OF THE PITFALLS?

UNDERSTANDING PITFALLS

Before you start out as an entrepreneur, you shou-d be

nately

3

1+falle in the businesy world. he niti

successful company is able to avoid these pitfalls. Unior-

tunately many concerns do mot survive.

Poor Management

Slow sales, heavy operating expenses, inventory problams,
and poor location are some reasons for business failures. A
closer review of these pitfalls reveals that poor management

is the common, underlying factor. More than 90% of business

failures are due to managerial incompetence and inexperience.

Lack of Experience

Lack of experience in supervising or performing marnage-

ment functions is a serious problem. The ultimate failure

of a business is often directly related to the owner's lack

of experience in accounting, pruchasing, pricing, advertising,

budgeting, and other functions of management. The owner

should obtain ample training prior to opening a business.

Poor Records
Unless a business 1s extremely small, the entrepreneur

cannot keep track of all the business records mentally.

Misleadipg and poor accounting records can lead to serilous

51
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problems. Without proper accounting records and procedures,
costly errors are bound to develop. The business owner
must depend on a reliable recordkeeping system that will pro-
vide up-to-date information with which sound decisic: s can

be made.

[+

A good accounting system should provide vou with infor-
mation regarding operating costs, fixed and variable cost
data, inventory, profit or lcss, and credit and collection
totals. An accurate. accounting system will enable vou to

compare current data with that of p.icr vears.

- Poor Financial Condition

The importance of maintaining a healthy financial position
is DEEEB overlooked by beginning entrepreneurs. Many business
owners gl%ow capital to get too low, They forzet that cash
flow is very important. Often, too much capit.l is tied up in

fixed asgsets.

- ' | Lack ¢f Planning

The importance of planning is also overlooked by entre-
preneurs. Most businesses that do not establish meaningful
plans are unsuccessful. Planning allows the entrepreneur to

take advantage of opportunities that arise and to minimize

business problems.

52
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Inability to Delegate Responsibility

Most small business owners have more to do than their

sime allows. Entrepreneurs need to leari how to usc their
time wisely. Valuable time is nften spent doing insignificant

he are leftr undone. Yo will need to

o]
i

sks and important je
establish schedules for yourself and delegate some of vour
routine responsibilities to employees. That way, -ou will
have more free Lime to get the important jobs done.

Lack of a Marketing Strategy

The first concern of every business is to sell. The

best products, equipment, facilities, and personnel will not

(4
L]
wm

make a business successful unless they stimulate sales. You
will need to develop a complete, organized marketing strategy
which includes not only personal selling, but also appropri-
ate pricing, advertising, and sales promotion programs. Dis-

tribution tacticg are also necessary.
LEVEL OF EDUCATION NEEDED

Many of the outstanding entreprensurs of this centurv
have had little formal schooling. Many of the better known
books on entrepreneurship and small business management refer
to the low educatiomal level of the entrepreneur.

It 1s difficult to determine how much education is needed

to become & successful entrepreneur. The sufficient amount

of training will depend on the type of business. Some

53
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authorities suggest a minimum of three years experience in
given line of business, with some experience in performing
management functions and decision-making.

One researcher conducive a study in the .re. of education
of the entrepreneur. alt susgl the e vere many problems with
the data, the researcher con.:luded that (1) entrepreneurs have
m.:ch more formal education than the general population and

the gap seems to be increasing, and (2) even though entrepro-—

neurs have more education than commonly kelieve 7. =ducatzon

apparently does not contribuote divectly to business success.

This study indicated chat, as entrepreneurs, business

Lo

majors,

school graduates were not s successful as other colleg
and college graduates were not as successful as nongraduates.
The researcher alsc concluded that more research and larger

samplings were needed.

RESOURCES AVAILABLE FOR ASSTSTANCE

The vast amount of help that is available to prospective
entrepreneurs should not be ignored. It is often difficult
to adjust from having limited responsibility (i.e., workin
for someone else) to taking on full responsibility for operating
vour own business.

Most beginning entrepreneurs do not really understand
such things as sales, productivicy, costs, and margins. In
addition, they are not familiar with all the goverument rules

aad regulations with which they must comply.
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Numerous specialized resources exist to help you with
any problem your firm may encounter. The fee is usually i
nominal. These resources range from providing advice on

planning a new location to preparing your tax reports and

include the following:

S\ . - Nongovernmental Assistance
 WHAT NONGOVERN- Accountants
EENZEL RESOURCES Accountants caﬁ help you in making the best fingncial
ARE AVAILABLE FOR decisions. They can help you set up a record keeping system,
.ASE}STANEE? suggest the type of effice_and bookkeeping equipment needed,
and,g?epare government reports. |
Bankers ‘
Bankers are ﬁsually more informed about local business
Cﬂnditi@%s than any other group. The§ can provide you with
information regarding loans and a line of credit. Banks will
let you know about their services, such as %;ying your bills and
o computer assistance for inventory control. Ncrm311§ a banker
can recommend other sources for the managerial assistance you

B

might need.

Attorneys
Your business will probably need legal advice. A compe-
tent attorney can be located by contacting the local bar

association. Ycur banker, accountant, or colleagues can also
/ |

probabiy recommend and attorney.
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probably recommend an attorney:

Insurance Agents

Insurénce agénts are willing to help you analyze your
insurance ﬁeeds and develop a comprehensive program for your
firm. fYéu need to select a reliable agent with specialized
training in business insurance. Before making a decision, be
sure to compare prices, coverage, and services with several

\ .

insurance agents. Sy

Business Consultants

Most communities have businesé consultant firms which are
useful in analyzing and providing recpmmen&atiogs for solving
your company's préblemsg This type of Sérgice can be very expen-
sive. Be sure you and the business ccnsult;ﬁt have a complete

understanding of the services to be provided and their exact

costs. /

Trade Associations

/ Trade associations can provide you with specifiﬂ'infcrma=
tion about y@ur fie1di Maﬂyeﬁrade_asscciatians hold regular
meetings, issue bulletins ahd newsletters, conduct studies,
and keep members posted on legal matters.

Membership dues vary according to the size of the organi-

zation and the services provided. Considering the services you

.can get, it is well worth the expense.
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Venture Capitalists

' Venture capitalists are people who invest in businesses.

They are located in all states throughout the country. Examples
of venture capital groups which you might contact include:

7 California:

. - Beckman Instruments, Incorporated
’ . 2500 Harbor Boulevard
' Fullerton, California 92634
Bob B. Brown, (714) 871-4848
Though this firm is primarily in the
electronics manufacturing industry,
it frequentlv becomes involved in
all phases of financing the growth
segments of the electronies indusiry.

$100,000
$250,000 - $500,000

L]

Minimum investment

]

Preferred investment

Florida:

Burger Kiﬁg; MESBIC Incorporated
P.0. Box 338, Kendall Branch
Miami, Florida 33156

Zane Leshner, (305) 274-7656

This group is interested primarily in
start-ups in franchise foods.

Minimum investment under $100,000

Preferred investment = no preferences

Affiliates: The Burger King Corporation
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Ohio:

Eaton Venture Capital Corporation
100 Erie View Plaza

Cleveland, Ohio 44114

Richard Stoddart

This affiliate is interested in all
* kinds of nationwide financing. No
industry preferences.

$100,000 I

Minimum investment )

varies—with clients
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Affiliates: The Eaton Corporation

Educational and Business Groups

Any ambitious person can begin a self-study program and
keep up-to~date in their field by reading books and periodicals

on economics, organization, management, marketing, personnel, and

/finance. 1In addition, training in~en§gepfeﬁeurial tasks is avail-

able throughout the country at colleses, universities, technical

schools, and local adult education programs. Most cities have

high school, community colleges, or private schools. Continuing
education classes at lécal universities normally include courses
dealing with business. This tréining is offered on a full-time
Easis or part-time duzing evenings or on weekends.

For information on ratios, credit, and management practices
you should contact a branch office of Dun and Bradstreet, Incor-
porated. The National Cash .Register Company has many hélpful

publications on various toplcs geared primarily to retailers.
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The Bank of America, headquartered in San Franciscg has

published a series entitled the Small Business Reporter.

Government Agencies

Small Business Administration (SBA)

WHAT GOVERNMENT This agency was created by the Federal Government solely
‘  AGENCIES CAN to "aid, counsel, assiet, and protect, insofar as is possible,

ASSIST? - _ the interests of small business concerms in order to presarve
f?sg competitive enterprise.'” The SBA provides fcur primary
services: procurement services, management assistance, venture
capital assistance, and financial assistance. The S5BA can
provide vast amounts of literature on entrepreneurship. The
type of publicagigns'éhaﬁ are available from the SBA and a
list éfQSBA offices is included in the PACE Instructor's Guide.
The SBA service séauld be high on your list when you are think-
ing of starting a business Gf your own. The SBA also sponsors
workshops for interested persons lasting from a half-day to a

full week, often at no charge.

6ghef Government Aggngié?

The Department of Cémmerée publishes statistic% on business;
the Internal -Revenue Service distributes impértant tax informa-
Eiéﬁ;AEhE Department of Labor can provide information on labor
.trends, minimum wage, and wage and salary statistics. You will
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such as the Q&cupaﬁional’gaféty and Health Act (0QSHA), and
the Equai Employment Opportunity Act (EEOA), and other agencies
d such as the Securities and Exchange Commission (SEC). It is
important that you get information on the impact of these laws
and agencies on your firm.
Each state also has its own set of agencies which can

provide unique information or assistance to small business-

persons.

Additional Sources

WHAT OTHER S@UECES You need to keep up-to=-date in all aspects of your venture .

F 4

PROVIDE HELP? both before and after starting the business. Some of your best
| sources are!:
Your own customers
. Merchandise and equipment suppliers with whom you deal
. Trédé assoctations, and trade papers
. Commercial and industrial banke
. &kambér or é@mmgrgé

; . éfedit-buféaug

.BHSiHéSS.S§EtiQHS of libraries
. Minority economic and Eusigees development centers
(SBA, Starting and Hanaging.Sériéé; No. 1)
There is ;r§§altﬁ of infar@aﬁion on entrepréneursﬁipi
Before starting @ﬁt on any ventﬁrej your first step is to
start analyzing the évailable data. As yau.increase your know-

*  ledge, you increase your chances for making the right .decisions=--

decisions that will hopefully result in success.
" 60
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~ PREPARATION/ADAPTATION ACTIVITIES
Are you able cogag?ly these suggestions to your business
aspirations? Are you now knowledgeable about maximizing your

chances for success? The following activities should help you

ASSE JMENT ONE

’1. Look in y@uf local telephone directory under "United States
Government' and locate the closest SBA office. If that
office is nearby, make a telephone call or preferably visit

fythe SBA. Ask the offiecials to explain the available local
programs designed for beginning entrepreneurac. :Da they
have a program for successful business persons who want
to keep upstoaﬁaté?

2. Cantactvéhe educational institutions in y@ﬁr area and make
a list of the entrepreneurship courses and the business
courses being offered.

3. Write a venture capitalist group asking for information

on how persons giﬁen finaﬁ%ial assistance are selected.
For an address, check your telephone directory under
"veﬁtﬁré Eapitalisgs-" Should they not be listed there,

"go to your public library and check a telephone direcﬁéfy
of a larger city. If you are still unable to locace a
ven;ﬁra caplitalist group, use th@sa-iisted in this PACE ;

unit.
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Part I, Unit C
How to Succeed
And How to Fail

POSTASSESSMENT

1. How %ﬁd where can aﬁ entrepreneur obtain additional training?
2. "A common stereotyped belief about entrepreneurs is that they
are relatively more educated than the genera% public." Do

you agree with this statement? Why?
= ; : 3. List the financial institutions that provide small loans.
Which type, of institution would you prefer to deal with?
Why?
4, What is the SBA? What “orvices does it offer?
5. Make a list of the steps you would take to get the ﬁécessar§
information Eafara gpéﬁing a business. Whom would you con-
j tact? Would you be intereséed in getting a business degree
or m@re)spegif;c experience in your area of interest?
Compare your answer3 to your responses to the preassessment.
You may want to check your postassessment answers with your

" instructor.

o SELF-EVALUATION
;= - How well did you know the information needed to complete

the activities?
( ) Very weli
( ) Fairly-we;ﬁ
{ 3 A little

Be honest with yourself. If you feel you need to review
the information, you ought to do so before beginning new

material.
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Part I, Unit C
How to Succeed
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SOURCES TO CONSULT

FOR FURTHER INFORMATION

MacFarlane, N. Principles of Small Business Management. New York:
McGraw-Hill Company, 1977.

White, M. ThgﬁEg;;éﬁfenggxghip;ﬂapgg;.' Radnor, Pa.: The Chilton
Book Company, 1977.

"Three Times Three" (13% min., sd., color, 16 mm). Available for
purchase or rental from Sales Branch, National Audiovisual
Center--General Services Administration, Washington, D.C. 20406.

' Phone (301) 763-1854.

Through dramatizatiah and narration, the film illustrates
nine important keys to small business success. These "keys' include:
personal ability; use of outside assistance and information; under-
standing insurance, regulations, and taxes; business opportunity;
knowing sources of capital; maintenance and use of business records;
understanding financial factors; effective organization and planning;
using good management techniques. ”
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The Instructor’s Guide contains the following:
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- » Teaching/Learning Delivery Suggestions o

. Fré/pcstassessmént Suggested Responses
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. far use ag a supplemental: teachmg aid. Additional mstru;:tians for using PACE,
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PRE/POSTASSESSMENT
SUGGESTED RESPONSES

EXPOSURE

1.

'varv au:nrdingly.' et

. ful businesses were when they failed.

Four of the most impertant reésans for small business failures are {a) lack of experience
by the person starting the business, (b) lack of money, (c) wrong location, and (d) im-
proper inventory maﬁagement :

The following factorsshould be included in the profile: {a) the business is well planned.
when its owner-manager has set detailed long- and short-term plans, (b) the owner-

. manager is goal oriented and sets realistic goals, ang {c) credit is managed well.

An entrepreheu’r can become more competent: (a) through on-the-job management
training in a firm similar to the planned venture, (b} by identifying pitfalls and taking
steps to avoid them, (c) by enhaficing his ¢ . her ability to work with others, and (d) by
learning as much as possible about the business before opening day.

Planﬁing helps entrepreneurs make effective decisions, set realistic goals, and implement
procedures to reach the goals. A successful business venture is no accident. Without plan-
ning, it would be dlﬁlcuit to recognize and complete activities essential to the firm's

operation.

 EXPLORATICN

Some types of busineges have higher failure rates thén chers.

=

Some believe management is an art, whlle chers beheve lt is a science, Responses will

o ff#

e

anandenﬁ should want to knaw (1) why husmesses failed, and (2) how cld unsuccess-

Hesp@nsas should be discussions of four of the follawingz inexperience, lack of capital,
poor location, too much inventory, excessive inves :nent in fixed assets, poor credit
granting practices, unwarranted personal expenses, unplanned expansion, and faulty atti-
tudes. Digdﬁiaﬂs could include ways to recognize and avoid these pitfalls,

Su(:;egful business ventures result when Ilrnltatmns and strengths are |dentif|ed and re-
flected in the business’s plan nf operation. | e ..
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PREPARATION/ADAPTATION
1. ' An entrepreneur can obtain additional trammg through a self-study program at colleges,

universities, technical schools, and local adult education programs; cy‘ by working in a

business similar to the planned venture. /
f‘

2. Study noted in text suggests entrepreneurs have more formal ed ¢cation than the general
public. However, since some respondents wiil assert that management is a science while
others will state that it is an art, responses will vary accordingly.

3. Fmanma] lnstltutlans that prnvnde loans include banks, savu*;# and Iﬂan asscciatlcns, and
venture ;ap!tallm . | : _

4, The Small Busmg Admmlstratlnn isa federsl government agency that prc:tects and pro-
) | motes small business, It provides four primary services: procurement, management assist-
N ance, venture capital assistance, and financial assistance.

5. List should reflect careful planning and an awareness of possible pitfalls,
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TE!&CH!NG/LEARNING OBJECTIVES TEACHING/LEAF{NING DELIVERY SUGGESTIONS
i ) T ” | A Tvariety of different teaching/learning methodologies have been
Upon completion of this level of instruetion you should be able to: used. To help you organize your werk and plan the use of this level
B : . | these suggestians ara made: ~ ) B 7 -
?.' Identify the main reasans for failures in small businesses, Community resouree JEr5oNs succh as the Chamber of Commerce, the
2. Develop a profile of the factors #hind 3 successfy] business, Downtown Development Assocjation, business owners, bankers, and
3. Discuss the various Strategies an  itreprenew; could use to becormne reai estate agents should be contacted (o abtain inforr - < on on busi-
o more compatent, ’ ness successss and failyres jn YOUr community,
o3
o
a
*x
(A
@ —— Sl . —— = e e e —— -
= 1. Identify some of the requirements for success in a simall Lusiness, If atall possibla, lonate a person in yaur tommiinity wha owned a
(ind 2. Analyze the failure statistics for small businesses, business that failed, Interview the persun, and try tu discover tha
ey X 3. Discuss what an entrepreneur can do to avajd business pitfalls. factors that he or shp believes caused the business failure,
w H 4. Explain some of the main reasons for failures in small businesses.
e " '
g ;
L a ! .
- Q ®
. w
(%]
-
w
>
uJ — — ———— _ e _ - — _ S — - — — . —
-
c 1. Discuss procedures that can be followed when opening a business 1. Invite representatives from one or more of the following organi.
E that can minimize chances for failure and increase chancas for zations to speak on the services they provide to sinall businesses:
I success, {a)  Sma'l Businass Administration {5BA)
% 2. State the areas in which outside #seistance may be useful to the (b} Office of Minarity Business Enterprise (OMB =), Depart-
L= entreprensyr, ment of Commeree ,
S 3. State some of the Ways in which specific assistance or additional (c) Dcclipatimqal Safety and Heaith Administration (OSHA)
5 training may be secured, {d)  Securities Exchange Commissian {SEC) 7 .
‘E (e}  Equal Employment Opportunity Commission (EEOC)
-1 2. Make arrangements for a speaker fro-~ = financial institution such as
a;?f a bank or savings and loan company to meet with the group to dis-
. cuss how to start g loan application,
]
¢ S«
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gseries consists of these parts and units.

™

The PAC

PART I: GETTING READY TO BECOME AN ENTREPRENEUR
Unit A: Nature of Small Business

Unit B: Are You an Entrepreneu:’

Unit €+ How to Succeed and How to Faill

PART II: BECOMING AN ENTREPRENEUR
Unit A: Developing tge Business Plan
Unit B: Where to Locate the Business
Unit Gz_ggigél Issues and Small Business
\ Unit D: Government Regulations and Small Busiﬁess
Unit E: ChDDSiﬂg’Lhé Type of Ownership
Unit F: How to Finan-2 the Business

Unit G: Resources for Managerial Assistance

s

PART Ili; BEING AN EVTIREPRENEUR
Unit A: Managing the Bu~iness
Unit B: Financial Manz_ ..ent
Un1ﬁ4é: Keeping the Business Records
Unit D: Marketing Management

Unit ‘Successful Selling

?IFJI

Managing Human Resources

L5}

Unit

Unit G: Community Relations

Unit Business Protection

5

RESOURCE GUIDE
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